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 This course has been about the development of a new model that incorporates a number of characteristics and assumptions about the capitalist mode of production different from and we hope more realistic than the dominant neoclassical theory that still prevails in most college economics departments. 

Below I have listed a few key features of this model often with side-by-side beliefs/assumptions/constraints embodied in the dominant model.

The quiz will focus on these differences.

Features of the Heterodox Model

The competitive character of firms within capitalism creates pressure to extract more and more surplus from workers and consumers.

This set of pressures yields a contradiction – impoverishing a significant part of the population to shift more income and wealth to the owning class undermines the ability of capital to realize that wealth by selling the goods that have been produced.

Periodic crises of under-consumption and over-investment will plague (and have plagued) a free-market economy.

The neoclassical synthesis embraced both microeconomics and macroeconomics by holding to the rational economic actor premise (consumers, workers, producers maximize satisfaction, income and profits) while allowing Keynesian economic theory to explain the business cycle and the possibility of economic downturns. But this model separates the real sector (production, distribution) from the financial (monetary and fiscal policy; banking and investment) sector.

Heterodox economics intends to integrate the two spheres. 

The real sector of the economy in which a given capital stock, expected profit rates and competitive pressure can lead to financial fragility and a crisis. Shareholders and bankers intrude on the everyday decisions of businesses and workers.

The neoliberal era began as a consequence of the shift in power from industrial capital and labor to finance capital. The Keynesian era of wage-led growth has been superceded by a financial-led accumulation regime. In other words, profits are as often made through manipulation of fictitious capital rather than productive capital.

This new view also compromises the Marxian notion that crises occur within production, the so-called sphere of circulation being of secondary importance. Crotty and Boddy disagree with this view.

A fundamental contention of Heterodox theory is that in an era of inadequate levels of retained earnings to finance additions to capital stock (an imperative activity in a competitive market), the financial sector (exogenous sources of capital) becomes increasingly important. The drying up of credit becomes a more important cause of crises.

This undermining of the importance of the productive (real) sector in determining profit accumulation has led to the “neoliberal paradox”. A whole set of practices linked to maximizing shareholder value and supported by the state’s tendency to suppress inflation rather than promote economic growth are outcomes of this shift in power (or location of profit accumulation). 

The central premise of the neoclassical synthesis is the equilibrating character of the free market system (natural rate of unemployment etc) but some economists (Jevons et al) believed that no such “autonomous market forces” existed and others (Marx, Keynes et al) believed instead that there were endogenous forces producing tendencies towards crises and instability. 

The violation of Say’s Law is devastating to a neoclassical model.

The new dominant model produced by Harvard’s Robert Lucas argued that macroeconomic theory was irrelevant and useless because rational economic actors would always predict the outcome of macroeconomic policy and thereby undermine it. No point in studying macroeconomics.

New Marxian (radical or heterodox) economists began to study structural models (SSA, dual labor markets) and rejected both Keynesianism and the microeconomic area of dominant theories. 

HET through Crotty and Minsky began to work on firm-level decision-making that would recreate a microfoundation for this new model. 

Although managerial power has declined relative to shareholders and the financial sector, managers still operate to prolong the life of the firm in an environment of uncertainty. 

But these managerial agents increasingly serving the interests of the financial sector operate erratically, often herd-like and instead of establishing a tendency towards macroeconomic stability create a tendency towards “extreme instability”. 

The perfect information required of the neoclassical model is replaced by the necessity to choose investment strategies that are inherently and increasingly risky – may or may not produce profits.

The herd-like behavior, based on a belief that the future will be much like the past (remember the fundamental uncertainty prevailing) can be seen in the crises that obtained when oil prices collapsed, when housing prices nose-dived and when the dot-com bubble burst.

Goldstein’s econometric model in Ch. 8 attempted to produce such a set of behavioral outcomes – the corporate managerial class making decisions that led towards excess capacity and “low road labor strategies” to protect their market share creating struggles with finance capital and shareholders concerned with debt repayment and return on investment. 

Non-financial corporations (the real sector) no longer rely upon retained earnings to finance long-term projects and so a significant part of their role is funneling increasing earnings to shareholders and external finance capital. This is referred to as “coupon pool capitalism” – a continued cycling and recycling of funds from the NFCs to the financial side of the economy. Capital is cannibalizing itself (shrinking, downsizing etc) to satisfy the unquenchable thirst of finance capital – i.e., the rentier class than Keynes argued would eventually be euthanized by cheap liquidity. 

Debt-loading was undertaken to drive up stock prices while managers took their compensation in stock options to exploit the outcome of their own policy choices. Once interest rates begin to rise, the debt becomes increasingly burdensome and the firm’s position increasingly precarious. Roll-over risk occurs when debt is short-term and assets (productive plant and equipment) are long-term. 

Epstein believes that by workers forcing the issue of capital controls, capitalists will be brought to the bargaining table to agree to more collective forms of economic structures. That could only happen if progressive political forces prevail. An unlikely possibility at the present.

Grabel makes the obvious argument that neoliberal policies haven’t been in the best interests of developing nations and even the recognition that the policies have failed (even Larry Summers recently admitted that) multi-lateral trade agreements have further promoted “investor rights” upon third world countries. She argues that financial reforms can be pushed in these countries under today’s crisis conditions. 

Goldstein predicts the crisis will only get deeper and longer.

